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The Underappreciated Advantages of Mid-Cap Growth Stocks
 

B
ridging the gap between large- and small-cap equities, mid-cap 
equities can offer the best of both asset classes. 

Mid caps can be a lower risk option than their small-cap peers, as they 
tend to have stronger balance sheets, readier access to capital markets, 
more experienced management teams, longer and deeper customer 
relationships, and more robust free cash flow streams to reinvest in 
their businesses or return to shareholders. Compared to large caps, mid-
cap companies often have more agile, less bureaucratic management 
and a more entrepreneurial approach that can help propel growth 
through faster decision making and execution, in our view. They may 
also be earlier in their efforts to target large addressable markets for 
their products or services. 

Baron Asset Fund 
Baron Asset Fund is our mid-cap investment option. It is managed by 
Andrew Peck, who also serves as Baron Capital’s co-CIO. Andrew applies 
our research-intensive, long-term investment approach to manage a high-
conviction, low-turnover, in-the-box portfolio of mid-cap growth stocks. 
He brings more than two decades of investment experience to the Fund, 
which he co-managed starting in 2003 before assuming sole control in 
early 2008. 

A Differentiated Investment Approach 
We manage the Fund using a consistent, repeatable, and time-tested 
investment process and approach that is differentiated by the following 
characteristics: 

• Long-term perspective with low turnover 
• High-conviction portfolio with a limited number of names 
• Bottom-up approach with a focus on company fundamentals 
• Style purity 

Long-term perspective with low turnover Consistent with Baron 
Capital’s long-standing investment philosophy, Baron Asset Fund is 
managed with a long-term perspective. We believe this long view gives 
us an edge over many of our competitors. Most active mid-cap 
managers are focused on the short term, where factors that may have 
little to do with business fundamentals, such as a quarterly earnings 
beat or miss or overall market volatility, are frequently the most 
significant factor driving stock price performance. 

As mid-cap managers, we operate in 
a relatively efficient market, requiring 
us to focus on the few inefficiencies 
that exist to gain an investment 
edge. Since the vast majority of 
managers employ a short-term 
approach, we believe that our long­
term perspective affords us less 
competition while also allowing us 
to take advantage of the short­
sightedness of the market. We 
leverage our extensive research 
capabilities to conduct a deep dive 
on the fundamentals of every company in which we are considering an 
investment. Our research allows us to develop an informed and 
thorough understanding of the longer-term secular advantages of these 
companies. Ultimately, we are more interested in the duration of a 
company’s growth opportunity – rather than being overly focused on 
its timing. We believe this is a key part of the engine that drives alpha 
for us. 

Andrew Peck 
Co-CIO and Portfolio Manager 

The Fund has a low three-year turnover of 5.97%. The large runway for 
growth within the mid-cap space means that we can hold our highest-
conviction names for many years while maintaining our mid-cap 
mandate. We believe this is a more tax-efficient approach to managing a 
portfolio. This low-turnover approach is often attractive to company 
management teams, as their executives are aware of our reputation as 
long-term holders of stock and frequently seek us out as investors. 

Yet it is important to note that our low turnover is an outgrowth of our 
investment process rather than a goal in and of itself. If we find and 
invest in the right companies, we believe that it makes little sense to 
replace these companies with new and relatively untested ones. We 
would rather remain invested throughout the duration of the growth 
trajectory of our highest-conviction companies. 

Low turnover does not mean that we are passive buy-and-hold investors. 
We are constantly researching new, promising ideas and add new names 
to the portfolio every quarter. We vigilantly monitor our holdings and 
shift our exposure over time according to where we are seeing the most 
promising investment opportunities. Most recently, we have reduced the 
Fund’s long-held exposure to the Consumer Discretionary sector in favor 
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Baron Asset Fund 
Top 10 Holdings as of December 31, 2023 

Holding	 Sector % of Net Assets 

Gartner, Inc. Information Technology 9.6%
 

IDEXX Laboratories, Inc. Health Care 7.1%
 

Verisk Analytics, Inc. Industrials 4.7%
 

CoStar Group, Inc. Real Estate 4.4%
 

Mettler-Toledo
 
International Inc. Health Care 4.4%
 

ANSYS, Inc. Information Technology 3.8%
 

FactSet Research Systems Inc. Financials 3.7%
 

Arch Capital Group Ltd. Financials 3.4%
 

Fair Isaac Corporation Information Technology 3.3%
 

Guidewire Software, Inc. Information Technology 3.2%
 

Total	 47.5% 

 

Portfolio holdings are subject to change. Current and future portfolio holdings are 
subject to risk. 

of Information Technology (IT) and Health Care. Within Health Care, we 
prefer more established, less speculative sub-industries such as health 
care equipment and suppliers over biotech and pharma. Our IT holdings 
contain names such as syndicated research provider Gartner, Inc. and 
simulation software company ANSYS, Inc. 

High-conviction portfolio with a limited number of names Under 
Andrew’s stewardship, the Fund has consistently held about 50 to 70 
stocks. This number is much lower than the roughly 125 stocks held by 
the average mid-cap fund, because we believe there are a limited 
number of truly compelling investment ideas at any particular time. We 
believe overdiversification can be dilutive of alpha and does not 
necessarily reduce risk. As Warren Buffett said, “Wide diversification is 
only required when investors do not understand what they are doing.” 

Our top 10 holdings, which comprise 47.5% of the portfolio by weight, 
are all companies that rank among our highest-conviction names. Our 
relatively concentrated portfolio, coupled with our long-term investment 
horizon, means we enjoy a significant competitive advantage: namely, we 
have continually researched our companies longer than virtually anyone 
else. While Andrew works with a long-tenured team of analysts, he 
considers himself an analyst on every one of his holdings. One would be 
hard pressed to find another investor in IDEXX Laboratories, Inc. – the  
Fund’s second-largest holding – who has been meeting with management 
four times a year since 2006, when we initiated a position in the 
company. 

Bottom-up approach with a focus on company fundamentals We take 
a bottom-up approach to investing, seeking stocks that we believe have 
the potential to double within five years. To help achieve this target, we 
look for companies with: 

•	 
	 

Long-term, secular growth opportunities 
• Strong, durable competitive advantages 

•	 
	 
	 

Unique assets 
• Pricing power 
• Dominant market share 

•	 Business models that can support sustainable growth 

•	 
	 
	 
	 

Scalable 
• High incremental margins 
• Strong and visible cash flow 
• Capital structure appropriate to the industry 

•	 
	 

Exceptional management 
• Attractive valuation 

•	 

	 

Long-term, secular growth opportunities We look for companies that 
are positioned to benefit from secular growth opportunities with large, 
addressable markets. We estimate that 300 to 400 companies in our 
investable universe meet these criteria. We find these opportunities 
across a wide and varied range of sectors and sub-industries. For 
instance, veterinary diagnostics company IDEXX is benefitting from 
significant, sustainable growth in the pet care/animal health industry. 
The growth trajectory of Equinix, Inc., the leading provider of internet 
business exchanges, is being driven by increasing internet traffic 
volume, globalization of financial markets, IT outsourcing, cloud 
computing, and mobility. A rare few are creating their own growth 
opportunities. Ski resort owner Vail Resorts, Inc. pioneered the multi-
resort season pass, the success of which has enabled Vail to acquire 
additional resorts, shoring up its position as the largest ski resort 
operator in North America. 

• Strong, durable competitive advantages We believe compelling and 
durable competitive advantages are key to successful investing in 
growth stocks. We look for companies that are establishing their 
competitive advantages, as companies that already have them tend 
to be more fully priced. Many of our holdings benefit from more than 
one competitive advantage. We focus on three: unique assets, pricing 
power, and a leading market position. 

Assets that are difficult to replace or replicate make it more difficult 
for new entrants to compete. Vail Resorts, for example, benefits from 
restrictions on and expenses associated with developing new ski 
resorts. CoStar Group, Inc., the leading provider of information and 
marketing services to the commercial real estate industry, has built a 
proprietary database over the past 20 years, creating high barriers to 
entry. 

Pricing power is another type of competitive advantage that we look 
for. We prefer companies that have pricing power tied to the utility 
of their product or service rather than a monopolistic grip on the 
market. For example, we like subscription-based business models that 
provide unique, proprietary data and analytics that become deeply 
embedded in customer workflow. This dynamic allows the vendor to 
raise prices in exchange for incremental improvements. CoStar and 
FactSet Research Systems Inc. are both subscription-based 
businesses. Other examples include Gartner and Verisk Analytics, 
Inc., which provides risk data to insurance, financial services, and 
energy companies. 

Dominant market share – often as a result of first-mover advantage – 
provides companies with a formidable competitive advantage in 
many instances. One example is MarketAxess Holdings Inc., which 
owns and operates the dominant electronic trading platform for 
corporate bonds and other fixed income securities. The corporate 
bond market is still in the early stage of a secular transition 
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from voice-based to electronic trading, and MarketAxess, as a leading 
trading platform, is well positioned to benefit from this shift, in our 
view. 

•	 

	 

	 

Business models that can support sustainable growth We invest in 
businesses that are scalable and have high incremental margins, strong 
and visible cash flow, and a capital structure appropriate to the industry. 
Many of our holdings are asset-light, low capital-intensive businesses 
because once they have built their core assets – database, platform, 
etc. – as they scale, margins can expand significantly. Companies such 
as Equinix and MarketAxess, which have built platforms enabling their 
customers to do business, illustrate this concept. After the platform has 
been built, the cost of adding new customers is de minimus, resulting in 
high incremental margins. We also like strong and visible free cash flow, 
because unlike earnings, it is rarely manipulated by accounting 
conventions. Finally, we look for a capital structure appropriate to the 
industry in which the company operates. We are comfortable with a 
company that leverages its balance sheet to optimize returns if it is an 
established business with recurring and predictable free cash flow and 
prudent debt levels. We believe such balance-sheet optimization is a 
way for companies to maximize shareholder returns. 

• Exceptional management For Andrew, identifying a great 
management team is more of an “art than a science,” honed over his 
28 years of experience as an investment professional, over the course 
of which he has met with and questioned thousands of executives 
about their companies. We look for a track record of successful 
capital allocation with proven ability to reinvest excess cash flows at 
high rates of return. We also look for “skin in the game” – a personal 
financial stake in the company’s success. 

• Attractive valuation We project the long-term intrinsic value of every 
stock we own using both quantitative and qualitative analysis. Our 

projection is based on all key financial metrics – revenue, margins, 
capex, EBITDA, free cash flow, etc. – as well as more qualitative 
factors, such as the ultimate growth opportunity, quality and 
durability of the competitive advantage, and management. We will 
initiate a position only if we believe the stock will increase by an 
average of 15% per year over a five-year period. We will remain 
invested in a stock as long as its valuation is supported by our 
projection of intrinsic value. 

Style purity Baron Asset Fund is a true mid-cap fund. While we do not 
manage to the benchmark in terms of sector allocation or other factors, 
we do manage the portfolio to remain comfortably within the mid-cap 
space. We buy stocks with market caps of at least $2.5 billion and 
below the largest stock in the index. We will sometimes keep a 
particularly strong stock after it outgrows the mid-cap range, but the 
Fund’s stake in large-cap names is also in line with the typical mid-cap 
growth fund. The Fund’s $34.37 billion weighted average market cap is 
in line with its benchmark, as it has been historically. 

Conclusion 
We started investing in mid caps more than 30 years ago, when few 
other investment managers were focused on this asset class.1 In our 
experience, mid caps tend to offer greater growth opportunities than 
large-cap stocks and less risk than their small-cap peers. Mid caps are 
more established than small caps, having developed their business 
beyond the initial, usually riskier, start-up phase. At the same time, they 
have yet to reach the more mature, less growth-oriented stage of their 
life cycle. It is no surprise to us that mid-cap stocks have been described 
as the “sweet spot” of equity investing. We also believe that Baron 
Asset Fund is an excellent option for an investor looking to tap into the 
benefits of this “sweet spot.” 

1 Baron Asset Fund was launched as a smid-cap fund in 1987. It was converted to a mid-cap fund in 2007. 
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Investors should consider the investment objectives, risks, and charges and expenses of the investment carefully before investing. The prospectus and 
summary prospectuses contain this and other information about the Funds. You may obtain them from the Funds’ distributor, Baron Capital, Inc., by 
calling 1-800-99-BARON or visiting baronfunds.com. Please read them carefully before investing. 

Performance for the Institutional Shares prior to 5/29/2009 is based on the performance of the Retail Shares, which have a distribution fee. The Institutional Shares do not 
have a distribution fee. If the annual returns for the Institutional Shares prior to 5/29/2009 did not reflect this fee, the returns would be higher. 

Risks: Securities issued by medium sized companies may be thinly traded and may be more difficult to sell during market downturns. Even though the Fund is diversified, it 
may establish significant positions where the Adviser has the greatest conviction. This could increase volatility of the Fund’s returns. 

The discussion of market trends and companies are not intended as advice to any person regarding the advisability of investing in any particular security. The views expressed 
in this document reflect those of the respective writer. Some of our comments are based on current management expectations and are considered “forward-looking 
statements.” Actual future results, however, may prove to be different from our expectations. Our views are a reflection of our best judgment at the time and are subject to 
change any time based on market and other conditions, and we have no obligation to update them. 

The Fund’s 3-year historical performance was impacted by gains from IPOs and there is no guarantee that these results can be repeated or that the Fund’s level of 
participation in IPOs will be the same in the future. 

Portfolio holdings as a percentage of total investments as of December 31, 2023, for securities mentioned are as follows: Equinix, Inc. – 1.1%, Vail Resorts, Inc. – 2.7%, 
MarketAxess Holdings Inc. – 0.4%. 

The Fund may not achieve its objectives. Portfolio holdings are subject to change. Current and future portfolio holdings are subject to risk. 

The Russell Midcap® Growth Index measures the performance of medium-sized U.S. companies that are classified as growth. Russell Investment Group is the source and 
owner of the trademarks, service marks and copyrights related to the Russell Indexes. All rights in the FTSE Russell Index (the “Index”) vest in the relevant LSE Group company 
which owns the Index. Russell® is a trade mark of the relevant LSE Group company and is used by any other LSE Group company under license. Neither LSE Group nor its 
licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. The Fund 
includes reinvestment of dividends, net of withholding taxes, while the Russell Midcap® Growth Index includes reinvestment of dividends before taxes. Reinvestment of 
dividends positively impacts the performance results. The index is unmanaged. The index performance is not fund performance; one cannot invest directly into an index. 

Active Share is a term used to describe the share of a portfolio’s holdings that differ from that portfolio’s benchmark index. It is calculated by comparing the weight of each 
holding in the Fund to that holding’s weight in the benchmark. Positions with either a positive or negative weighting versus the benchmark have Active Share. An Active Share 
of 100% implies zero overlap with the benchmark. Active Share was introduced in 2006 in a study by Yale academics M. Cremers and A. Petajisto, as a measure of active 
portfolio management. 

The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and S&P Global Market 
Intelligence (“S&P”) and is licensed for use by BAMCO, Inc. and Baron Capital Management, Inc. (each an “Adviser” and collectively “Baron Capital” or the “Firm”). Neither 
MSCI, S&P, nor any other party involved in making or compiling the GICS or any GICS classification makes any express or implied warranties or representations with respect to 
such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, 
completeness, merchantability and fitness for a particular purpose with respect to any of such standard classification. Without limiting any of the foregoing, in no event shall 
MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct, indirect, special, 
punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages. All GICS structure changes that have occurred since 
2016 have been applied retroactively in historical holdings-based analyses, including performance attribution. The Adviser may have reclassified/classified certain securities in 
or out of a sub-industry within a sector. Such reclassifications are not supported by S&P or MSCI. 

BAMCO, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Baron Capital, Inc. is a broker-dealer registered with the SEC and 
member of the Financial Industry Regulatory Authority, Inc. (FINRA). 
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